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KEY ECONC’'TC INDICATORS 


All values in U.S. $ million, Official Fxchange Pate: 
unless otherwise stated. IL 4.20 = 1S $1.00, 


General Note: To facilitate comparison of trends, all data in Israel pounds are 
converted to dollars at the present official exchange rate, though this rate has 
been in force only since August 22, 1971. 


* Change 
1971 1972 1973 in 1973 


arc current prices 5,546 6,895 8 ,696 s 

GNP, constant 1972 PEO el ie 6 387 , 895 Ti “405 r. 

Total Resources, current prices 8,088 10,825 14,087 =~ 38 

Government Budget (a) 3,448 a, 431 7.700 74 

GNP Per Capita, current prices ($) 1,821 2,192 2,676 22 

Construction Starts (1000 sq.m.) 6,515 8,295 mien 25 

Average Unemployment Rate (%) ee 

Average Wage ($ per month) (b 186 oe —<7 Se nnn 

Productivity Growth per Worker (3) £44.54 

Industrial Production Index (1968= a ee 
\ ie ae 


Average Population (thousands) 


ie er 9<- 


MONEY AND PRICES 
Money Supply (c) 1,034 1,330 1,760 32 
sreenessceranseneonentoaely al age ercissare a 


Foreign Debt (c) 

Domestic Debt (d) 7671 576 4,536 

Interest Rate (Big Banks) 18 _ 19 s 
Wholesale Price Index (1968=1I00) (b) 118.8 132.6 157.9 19 
Consumer Price Index (1969=100) (b) “118.8 134.1 160.9 20 


BALANCE OF PAYMENTS AND TRADE 

Foreign Exchange Reserves (c) 732 1,230 1,810 

Balance of Payments, basic balance, +/- a +678 +791 7 

Balance of Trade, net, +/- 

Commodity Fxports, FOR, eross “ORR [149 7 Sas 26 
U.S. Share 85 223 267 19 

Commodity Imports, CIF, gross 1,308 T5983 2,087 51 
U.S. Share T30 368 549 49 

Tourists Arriving (thousands) 657 728 662 -9 


U.S. Share 256 200 228 =? 1 
Main imports from the United States in 1973: agricultural products, $180 million; 
machinery and electrical equipment, $196 million; rough diamonds, $72 million; 
automobiles, ships, and aircraft, $61 million; metal products, $24 million; 
Chemicals, é22 million; optical and measuring instrumerts, $19 million; naper, card- 
board products , and books , $16 million; textiles and clothing, $15 million. 


Footnotes: (a) Fiscal year beginning April 1; 
(b) Annual average; (c) At Necember 31; 
(d) At March 31, 





SUMMARY 


Following the Fourth Arab-Israel War in October 1973, the direction the 
economy will take is more uncertain than it has been for several years. 
Sharp inflation, which reached 26 percent during’ 1973, and limited man- 
power pose the biggest problems. The government hopes to reduce inflation 
this year, but signs point to an even higher rate in 1974. The effect of 
inflation on wage negotiations is a major uncertainty; the negotiations may 
be protracted. The balance of payments will run a deficit on goods and 
services of about $3 billion in 1974. However, a large capital inflow is 
also expected, including over $1 billion in USG financial assistance. 
Official foreign exchange reserves at the end of 1973 stood at a record 
$1.8 billion. The gross national product per capita was about $2,675 in 
1973, 


Fiscal policy has been tightened since 1973, but less than might have been 
expected after the war. Some additional taxes or levies have been imposed, 
and price stabilization subsidies have been reduced. However, other taxes 
have been or are being reduced, while export subsidies are increased and 
investment concessions are pitched very high. The liquidity of the 
economy (both individuals and firms) is still relatively high. 


In 1974 Israel will emphasize investment in defense-oriented industries, 
especially metals and electronics; other industries such as chemical, petro- 
chemical, plastics, and rubber, will also be favored. The best opportunities 
will be in these fields. Despite a large absolute increase in imports from 
the United States in 1973 (heavily influenced by price increases), the US 
share of the market again slipped to a record low of 18.8 percent. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The boom which began in late 1967 is now in its seventh year, and if 

not curbed will reach a state of severe over-heating. The consumer price 
index rose 26.4 percent in 1973, double the rate in the two preceding 
years, and the highest rate in twenty years. The government hopes to 
slow inflation down in 1974, but indications suggest that it will likely 
exceed last year's rate. Consumer prices rose 12 percent in the first 
two months of 1974, while wholesale prices rose rather more strongly. 
Inflation may amount to 30-35 percent this year. 


The Fourth Arab-Israel War in October 1973 was relatively long and 
difficult, and will have a major impact on fiscal policy and investment 
in 1974. The government budget request for the coming fiscal year is 
nearly twice the size of the budget of two years ago in current prices; 

a large proportion of this will go for defense. The public sector will 
invest a large amount of money in defense industries; while defense 

orders placed with private firms will be so large that they will require 
a significant increase in private investment by defense-oriented firms. 
Imports of defense goods, mainly from the United States, will also be 
very high. The real increase in gross national product (GNP) is estimated 
at 3.6 percent in 1973 (less than half what it would have been without the 
war), and is forecast to rise 6.9 percent in 1974. The GNP in 1973 is 
estimated at IL 36.5 billion ($8.7 billion at the official exchange rate), 
or IL 11,240 per capita ($2,675). During 1974, the government will spend 
directly over 70 percent of Israel's GNP. Taxes and other compulsory 
payments were raised in recent months, as were the controlled prices of 
key commodities when the level of subsidization was reduced. However, 
transfer payments to the public from the government have been increased, 
and two cost-of-living adjustments aggregating 20.8 percent payable on 
base pay up to IL 700 per month (i.e. a maximum II 145 per month) have 
been awarded during January and February 1974. 


Basic wages will be the subject of negotiation between the Histadrut 
(General Federation of Labor) and employers beginning soon, as biennial 
wage agreements expired March 31. The expectation is that negotiations 
will be protracted and difficult. The government has called for a 
reduction of 4.3 percent in real private disposable income per capita 
in 1974, in order to devote a larger share of the national product to 
defense. However, organized labor is certain to resist this proposal. 
Workers are concerned at the inroads on real income which inflation has 
made, and can be expected to present stiff demands. It may prove 
difficult to implement a reduction. Labor is in a strong bargaining 
position, since unemployment remains very low at 2.7 percent, while 
about 50,000 Arabs from occupied territories are working in the Isracli 
market. !oreover despite the evident inflation, the government apparently 


remains relatively more concerned that a higher rate of unemployment be 
avoided. ; 





The balance of payments (BOP) is expected to run a deficit of $3 billion 
on goods and services in 1974. However, a large canital inflow approxi- 
mating $2.5 billion is also expected, including more than $1 billion in 
financial assistance from the United States. The world-wide inflation 

of prices has had an adverse impact on the terms of trade, raising import 
prices more than export earnings. The movement of prices will have much 
to say about the BOP outturn in 1974, but this is hard to forecast. 
Israel's record $1.8 billion in foreign exchange reserves at the end of 
1973 will cushion any adjustment which may be required. 


Neavily influenced by the war, the foreign debt soared to over $5 billion, 
i.e., about $1,515 per capita at the end of 1973. However, over 90 
percent of the debt is in long-term maturities (over five years), much 
of it at concessional rates of interest deriving from VSG, West Germany 
and World Bank assistance programs. A further large part is attributable 
to relatively low-interest Israel bonds. Israel's ability to service 

its foreign debt has been rising along with the debt, and generally at a 
faster rate. The war set this trend back somewhat; however, while heavy 
in absolute terms, debt service requires a much smaller proportion of 
Israel's foreign earnings than ten years ago, and Israel remains 
creditworthy. 


IMPLICATIONS FOR THE UNITED STATES 


Israel's imports this year will reflect two separate developments super- 
immosed on the long-term rising trend: accelerated purchases of armaments, 
defense materiel, and investment goods and production inputs for domestic 
defense industries; and the average citizen's desire to convert his money 
into goods before its value is further eroded by rising inflation. 


There are indications that US goods have heen, in general, competitively 
priced vis-a-vis major competitors since the second devaluation of the 
dollar a year ago. Israeli imports of US goods (excluding arms) rose 

in 1973 to $549 million, as against $368 million in 1972. The increase, 
however, failed to keep pace with the rise in imports in general, and 

the US share of the Israeli market sagged to a new low (of 18.8 percent) 
for the second straight year. The value of imports from the United States 
was supported by the sale of one Boeing 747 (none in 1972), and unusually 
steep increases in agricultural commodities prices. Without these factors 
the increase in imports from the United States would have been much less 
impressive. 


Ve continue to hear that American manufacturers are not taking the Israeli 
market as seriously as our competitors, probably because of the size of 


the market and its distance from the United States. Moreover, some 
American firms evidently prefer to sell to Israel from Furopean subsidiaries. 





The introduction of new American brand names and product lines to the 
Israeli market has not been keeping pace with the rapid rise in 
affluence and willingness to buy (though the war temporarily interrupted 
this development). American goods enjoy a good reputation for quality 
and versatility but, with a few notable exceptions, an indifferent-to- 
poor reputation for after-sales service. In the case of products where 
high reliability is important--for example in hospital equipment and in 
machinery for continuous production--the lack of adequate service can 
be a severe deterrent to sales. The commercial opportunities warrant 
more assiduous attention to this dynamic market; our competitors have 
been steadily expanding their market shares at our expense. 


Israeli businesses face a problem in the relatively small size of the 
local market and consequent short production runs. This obliges them 
to consider carefully the flexibility and versatility of capital equip- 
ment which they buy; they are often ready to pay a premium price for 
these characteristics. 


In view of high wage rates and persistent labor shortages (particularly 
skilled labor), there is an excellent market for time- and labor-saving 
metal-working and finishing machinery and equipment, especially those 


which do not require great sophistication to operate. A trade mission 
of the US machine tool industry which visited Israel in February 1974 
was favorably impressed by the opportunities which the expansion of 
defense industries offers this year. 


Electronics production equipment and components are in strong demand in 
this defense-related area. The 1973 war accelerateddemand for electronic 
equipment, and the United States is among the most highly regarded 
suppliers. 


Power generating equipment continues to be in demand. Frequent power 
failures have stimulated a demand for standby generators in most sectors 
of industry, and in the occupied territories. The United States has not 
hitherto been an important factor in the supply of small and medium-sized 
generators. The government expects to let bids for a 600-megawatt nuclear 
power station in five or six months. The station should be operational 

by 1981. 


The market for instrumentation is growing relatively more sophisticated. 
The chemical industry, based in large part on local raw materials, will 

be expanding during the next few years; it produces fertilizers, petro- 
chemicals, rubber and plastic products. As a result of expansion, it 

will require a range of instrumentation and allied equipment. The field of 
process control instrumentation, a relatively new field in Israel, is 
opening up as a result of increasing automation and more careful quality 
control, which is being introduced through demand from the defense and 
international markets. 





There continues to be an excellent market for well-conceived ideas 
and processes for speeding up construction at the building site, as well 
as for prefabrication techniques. 
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